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The L~thuan~an Free Market Inst~tute (LFMI) IS an mdependent non-profit organ~sat~on founded In 1990 to 
promote the ~deas of economlc I~beral~sm, based on the pr~nciples of mdw~dual freedom and respons~b~lity, 
free market and l~mited government, as well as to formulate a sound and ~nnovative approach to economlc 
pollcy 

The purpose of the USAIDJLFMI project, "Free Market For Lithuan~a's Prosperity," IS to prov~de mdependent 
expert input mto the economic reform process In L~thuan~a and to promote the adopt~on of free market- 
or~ented leg~slat~on for the purpose of creatmg an env~ronment supportwe of prwate busmess ~ n ~ t ~ a t ~ v e  and 
lncreasmg the size and contr~bution of the ~rrvate sector In the L~thuan~an economy LFMI IS pursuing these 
goals vla poky advocacy and publ~c education 

I n  1997 through 1998 LFMI undertook a series of act~v~t~es to accomphsh the goals of the project LFMI 
conducted h~gh-qual~ty research and poky analys~s and submitted poky proposals In the followmg areas 
prwate penslon Insurance, prwatisation and capital markets, tax and budgetary policy, private enterprise, 
and monetary poky 

POLICY PROPOSALS VERSUS POLICY ACTION 

I Financial Infrastructure 

I n  the area of f~nancial mfrastructure LFMI worked on the following ~ssues 
1 1 prwate pension msurance and support~ng legrslat~on 
1,2 pr~vat~sat~on and capital markets 
1 3 cap~tal gams tax 
1 4  leasmg 
1 5 bank accounts 

1 1 Prlvate pension Insurance 

The Law on Pens~on Funds IS scheduled for adopt~on In parhament In the comlng months The law wdl 
prov~de for the creat~on of fully funded pr~vate penslon funds by ~ntroducmg supplementary voluntary 
penslon Insurance Th~s w~l l  not only facil~tate ret~rement provwon and prov~de rel~ef with the pubhc penslon 
scheme but w~l l  have a profound ~mpact on the development of the cap~tal market The enforcement of the 
law IS expected to be the first step In redes~gnmg the fraymg pay-as-you-go penslon system into a v~able 
scheme 

LFMI was one of the f~rst groups in L~thuan~a to promote the rdea of fully-funded penslon Insurance through 
prwate penslon funds and to draft the legal basts When offic~al poky act~on was launched, LFMI contr~buted 
s~gnif~cantly to the preparat~on of a draft law on penslon funds by generatmg h~gh-quahty research and 
poky solut~ons and conductmg a focused d~ssemmat~on campalgn w~th  a serles of conferences, forums and 
med~a appearances The current version of the draft, rn part~cular the provrsions on the legal status and 
operat~onal pr~ncrples of penslon funds, the penslon Insurance model, the form of ownership, and 
supervisory rules, are based largely on the LFMI's proposal Yet, the provlslons regardmg r~sk management 
mechan~sms and guarantees need to be rev~sed LFMI w~l l  contrnue to influence the poky debates at the~r 
fmal stage by test~fymg before decs~on-makrng bod~es, appearing In the med~a, and holdmg a semmar to 
address the outstandmg problems 

Supporfing /egls/ation For the past few years LFMI was callmg for settrng the upper cehng on soc~al 
security contr~but~ons In order to promote legal~sation of Incomes, to prov~de a st~mulus for people to recewe 
h~gher earnmgs and to create real opportun~t~es for middle-rncome ~nd~viduals to ensure pr~vate ret~rement 
provrsion Earher th~s year the government dec~ded to set the upper ce~lmg for soc~al secur~ty contr~but~ons 
at 3 5 t~mes the country's average earnmgs as of January 1999 The ce~l~ng w~l l  be reduced by 0 5 pomts as 
of the year 2000 Cons~stent with LFMI's pos~t~on, the cerhng was not lmked to payments mto pr~vate pension 
Insurance The proposal In under cons~derat~on In parhament 
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I n  add~tron, LFMI partrc~pated In desrgn~ng a tax poky model apphcable toprrvate penslon Insurance 
Amendments to the personal lncome tax law and the state soc~al securrty law were prepared, prov~d~ng for 
exempt~on of pensron fund contr~but~ons from lncome and soc~al taxes The government proposed that 
contrrbutrons to prwate penslon rnsurance In the amount of up to 25 percent of personal earnings be 
exempted from lncome and soc~al taxes Th~s proposal wrll be debated rn parhament alongs~de the penslon 
fund law 

Following a few years of efforts to help Improve the methods of pr~vatrsat~on and Increase procedural and 
lnst~tutronal transparency, LFMI lnlt~ated revlslon of the prrvatrsat~on leg~slatron In order to Improve 
procedural rules and secure an extensive use of the stock exchange In the prwat~sat~on of state assets 
Prwat~sat~on through the stock exchange IS cons~dered to be the most effectwe way of transferr~ng publ~c 
ownersh~p to pr~vate hands LFMI conducted research mto the methods of prlvatlsat~on and released an 
analyt~cal poky study, wh~ch was drssemrnated among dec~s~on makers and prwate lnstrtutrons Also, LFMI 
drafted a project of amendments to the prwat~sat~on legrslatron, whrch was approved by the Nat~onal Stock 
Exchange, the Secur~t~es Comm~ssron, and the Nat~onal Frnanc~al Brokers Assoc~at~on LFMI's actlvltres 
brought about a s~gnrfcant change In the offrc~al approach to prwat~sat~on The government began to rely 
more on pr~vatrsat~on through the stock exchange and reduced the level of dlscret~on attached to tenders 

LFMI carr~ed out an extensrve d~ssemlnat~on campaign wrth a total of 27 medra exposures to oppose a draft 
law on telecommun~catrons wh~ch proposed a fwe-year monopoly in terrestrral telecommunrcat~ons to the 
purchaser of the telecom Th~s dec~s~on coupled w~th along w~th  the ~ntroduct~on of local telephone rates 
calculated on a per-mrnute basrs were w~dely v~ewed as measures des~gned to augment the telecom's price 
tag Desprte publ~c protests and a barrage of crrtrc~sm from the country's economrsts, the law was passed 
and the sale of the Telecom was concluded through a prrvat~sat~on tender The tender was won by Amber 
Telehold~ngs, a consort~um founded by the Swed~sh Telra and the Flnnlsh Sonera 

I 3 Cap~tal gains tax 

On July 2, parhament passed the controvers~al amendments to the law on personal and corporate lncome 
tax, Imposing taxes on d~vrdends and cap~tal galns unless they are remvested The ~mpos~t~on of caprtal gains 
tax prompted a barrrage of cr~tlc~sm from stock brokers and market experts LFMI came out In oppos~tron to 
these amendments, argumg that the tax would hamper the development of the cap~tal market and that any 
revenues generated by the tax would be offset by the adm~nrstrative costs LFMI consohdated efforts wrth 
the Nat~onal Stock Brokers Assoc~at~on and market experts In order to revoke the tax 

As a result of the meetmg w~th  the veto-empowered Pres~dent Valdas Adamkus, a compromise was reached 
whrch was overwhelmrngly approved by parhament on September 29 A 15-percent caprtal gains tax was 
adopted mstead of the or~g~nal 29 percent, and a mlnrmum tax-exempt level was set The latter provlslon 
will allow small-scale partlapants In the stock exchange to Invest tax-free 

LFMI's efforts In the area of leasmg are des~gned to prevent the ~ntroductron of excessrve regulatlons and 
restr~ct~ons on leasrng as well as to advocate replacement of tax regulat~ons d~scrrmrnat~ng agarnst leasmg 
actw~ty To accomphsh thrs objective, LFMI analysed a new draft law on leasmg, whrch was proposed by the 
Econom~c M~n~stry Based on the analysrs and consultat~ons w~th leasmg companies, LFMI formulated 
recommendat~ons concernrng the draft law Accordmg to LFMI, w~th  minor changes to the CIVII Code and tax 
laws, an approprrate legal framework for the leasmg system can be completed A new law IS hkely to 
jeopardlse leaslng actlvltles by rmposlng severe and unjustlfied restrrct~ons and government mterventlons 
For Instance, the draft law proposed to proh~b~t leasmg for consumer purposes 

A serles of policy advocacy actlv~t~es and medra appearances from LFMI In June and July provoked rntense 
debates among decrs~on makers, experts and the med~a As a result, poky dehberat~ons on the new draft 
law on leasmg were halted Presently, changes to the funct~onmg legal bass are belng consrdered 
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LFMI analysed the rules of openmg and d~sposmg bank accounts, concluding that they Impose petty 
regulations on enterprises' relat~onsh~ps w~th  commercial banks These regulat~ons had been introduced as a 
measure to control the holdlng of bank accounts As a result of an extenswe med~a campaign from LFMI, the 
Bank of L~thuan~a prepared a revised version of the rules of openlng bank accounts The Bank of L~thuan~a 
continues to work on this 

LFMI1s prlmary goal In the area of taxat~on IS to promote and contr~bute to the replacement of the current 
tax system, seekmg to minimize its destructwe effects on economlc processes and market part~c~pants, to 
reduce the cost of tax admlnistrat~on and to ease and even the tax burden Dur~ng the reportmg period LFMI 
worked on the followmg Issues 

a tax reform proposal 
corporate and personal Income taxes 
charges on the registration of industr~al property 
stamp duty 
state levles 
lump-sum lncome tax on ~ndlv~dual busmess activity 
the tax adrn~nlstrat~on and informat~on systems 
budget reform 

2 I A tax reform proposal 

LFMI concluded a conceptual proposal for tax poky reform and an extensive dissemination campaign, 

lnclud~ng a major conference 'Prol~beral Reforms Llftlng the Tax Burden" and a series of poky advocacy 
events and medra appearances LFMI formulated the ultimate aim of the tax reform and coherent steps 
necessary to Implement the reform In accordance with soaetyls readiness for changes The proposed 
prlnc~ples of a tax system are of universal nature and instrumental in deslgnmg any changes In tax policy 

The centerpiece of the proposed reform is the removal of dlrect lncome taxes and a shift to a system 
comprlslng a VAT-based tax and trust-fund taxes charged directly on the recipients of public services The 
use of dlrect income taxes alongs~de value added tax ~mphes meff~c~ent double taxat~on of the same objects 
As compared to VAT, the main defects of d~rect lncome taxes IS that they prov~de opportun~t~es for direct 
government interventions In economic processes and are marked by comphcated and costly admln~strat~on 
I f  charged wlthout exempt~ons, value added tax prevents man~pulations, ~t is easy to admln~ster and 1s 
generally recogn~sed as a man's tax 

After a long process of policy debates, the government has changed ~ t s  approach to tax reform by sw~tchmg 
from unsystematic decrs~ons to planned policy actions A Programme for Revlsing Tax Leg~slat~on has been 
adopted, lncorporatlng almost all of the LFMI1s proposed principles of a tax system These lnclude fa~rness, 
equal~ty, economlc neutrality, simpl~city, transparency, and effectwe administrat~on Th~s program IS 

expected to prov~de a framework for major revlsion of the tax code in L~thuanla LFMI w~ l l  contmue ~ t s  
mvolvement in the poky debates to ensure the adherence to the adopted prlnc~ples and sound policy changes 

2 2 Corporate and personal mcome taxes 

LFMI exerted profound influence on the adopt~on of amendments to the funct~oning laws on corporate and 
personal Income taxes as well as to the preparat~on of a new leg~slatlon on lncome taxation, wh~ch IS 

scheduled to replace the ex~stmg laws as of the year 2000 I n  the process of debates on the amendments to 
the funct~onlng laws, LFMI1s proposals were adopted regardmg carry-forward of losses, representation costs, 
lncome declarat~on, accounting methods for f~rms w~thout the r~ghts of legal entitles, VAT deduct~ons, 
exemption of income from other than primary busmess actlvltles, etc These changes brought about 
essent~al ~mprovements to business condrt~ons in L~thuania However, the revision of the laws also compr~sed 
a number of provisions wh~ch were opposed by LFMI These lncluded the provlslons on advance payment of 
corporat~on tax, accelerated deprec~at~on, taxat~on of d~v~dends, taxat~on of lncome rece~ved accordmg to 
civil contracts, etc LFMI w~l l  continue to influence the debates on the new leg~slat~on in order to help 
remove remalnlng fallac~es and defects 
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2 3 Stamp duty 

LFMI subm~tted to the government a project of amendments to the stamp duty legrslat~on, seeklng that (I) 
stamp dut~es are pa~d by dlrect reclprents of the publ~c servrces for whlch stamp dut~es are charged, (11) the 
slze of stamp dut~es reflects the costs of publlc servlces, and (111) rece~pts from stamp dutles go toward 
financmg the lnsttut~ons that prov~de the services The preparat~on of the poky proposal was prompted by 
a number of factors Unfounded tarlffs have been wldely used as tools for regulat~ng economlc processes 
and curbmg competrt~on Stamp dut~es charged on the Issue of busmess llcences have obstructed market 
entry, lnfllcted costs on buddmg busmesses and st~mulated the expansion of the shadow sector 

The proposal from LFMI was approved by the Econom~c M~n~stry, the Interdepartmental Councd on SME 
affalrs, and the Industr~alrsts Confederatron of Lrthuanra The Economrc Mrnrstry IS now In the process of 
preparing the proposed changes for formal subm~ssron to the government Th~s prospect 1s very hkely to 
spur necessary poky act~ons to revise stamp duty regulat~ons As a result of the poky advocacy from LFMI, 
the government resolved to charge a un~form stamp duty for hcences ~ssued to passenger transportat~on 
companies and mstructed the Economlc Mlnrstry to prepare an overall revrslon of the stamp duty leg~slatron 

2 4 State lev~es 

LFMI subm~tted, along wlth the proposal for the revlsron of stamp duty leglslat~on, a poky paper urging to 
repeal all state levies and to charge stamp dut~es for all services prov~ded by state mst~tut~ons LFMIrs 
rnlt~at~ve was very t~mely given that the Frnance Mrnistry had been mstructed to draw a leglslat~ve proposal 
on state lev~es LFMI commented on the new draft law and presented conceptual provlslons on the Issue 
LFMI wrll take efforts to mfluence the poky debates on the draft law upon ~ t s  submlsslon to the 
government 

2 5 Charges on the reg~strat~on of ~ndustr~al property 

The M~n~stry of Adm~n~strat~ve Reforms and Local Author~t~es proposed a draft law lntroducmg a state levy 
for the reg~stratlon of rndustr~al property I n  a pol~cy paper, wh~ch was presented alongs~de the 
recommendat~ons for reformrng stamp duty and state levres, LFMI noted that levres on the reg~stratlon of 
rndustr~al property are In the~r essence stamp dutres and therefore should be replaced by stamp dutles 

As a result, the m~n~stry suspended the draft and drew a project of amendments to the functlon~ng 
provsrons regulatrng the reglstrat~on of rndustnal property 

2 6 Lump-sum lncome tax 

The Finance Mlnrstry drew a proposal for revlslon of lump-sum Income tax charged on commerc~al act~vltles 
of natural persons LFMI submitted a pohcy proposal, proposing that lump-sum Income tax should be used 
to "buy out" the rrght to undertake commercral act~vrty by natural persons Lump-sum lncome tax was 
Introduced In 1994 In order to prov~de condltlons for lncome recrplents to pay personal lncome tax wlthout 
lncorporatmg a f ~ r m  and regardless of Incomes recerved The tax IS d~fferent~ated for d~fferent busmess 
act~v~t~es but IS not env~saged for all posslble areas of actwlty It does not prov~de a posslbrlrty to pay 
personal Income tax on lncome recelved from other natural persons 

LFMI part~c~pated In a mln~sterlal task force to revlse the draft law and w~l l  contmue to advocate revlslon of 
legal provrslons regulat~ng lump-sum lncome tax w~th the vrew to enhancrng the prospects of self- 
employment and lmprovmg busmess cond~t~ons 

2 7 Tax adm~n~strat~on and mformat~on systems 

The State Tax Inspectorate and the State Soc~al Insurance Fund are proceedmg w~th  the consolrdat~on of tax 
admlnlstrat~on and rnformat~on systems A couple of years ago LFMI came out w~th  a proposal to rebudd the 
lnformat~on system as one key to hm~tmg government and publ~c spendlng as well as bu~ldlng a v~able tax 
system LFMI's recommendat~on was upheld by the prime mlnlster, and the cabmet endorsed the un~f~cat~on 
of the tax mformatron systems LFMI contrnues to provlde advlce on how to un~fy the tax and state 
lnformat~on systems In an eff~crent and consistent manner 
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2 8 Budget reform 

Over the past years, LFMI has advocated a comprehensive budget pol~cy reform that would create condtions 
for curtailing redistr~bution, lifting the tax burden, increasing transparency of public spending, and providing 
cond~trons for a more effic~ent allocation of resources I n  response to the pressure and policy advocacy from 
LFMI, the government launched work to revise the pr~ncrples of budget formation and the Law on the 
Budget Structure drawing on the analysis and policy recommendat~ons from LFMI LFMI worked closely 
with a task force under the Ministry of Finance to prepare a new concept of budgetary policy The concept 
drawn was approved by the government, providing for the abolit~on of 18 extrabudgetary funds, increased 
transparency, and program budgeting 

LFMI will continue to particrpate in the poky debates on the budget reform In general and the adoption of 
the next year's budget In part~cular to ensure that the prrnciples approved are properly rmplemented In 
legrslatron and adhered to in polrcy actrons 

3 Prrvate Enter~rrse 

LFMI's efforts In the area of private enterprise focused on 
3 1 the Law on Joint Stock Companies 
3 2 investment 
3 3 control of enterprises 

3 1 The Law on Jomt Stock Compan~es 

LFMI initiated revision of the joint stock company law In order to strengthen corporate governance and 
elrm~nate restrictions on enterpr~se borrow~ng and other busmess contracts To ach~eve these goals, LFMI 
analysed the functioning law and prepared a package of amendments LFMI's initiative rece~ved approval 
from the prrme minister LFMI submitted the project of amendments to a working group under the auspices 
of the pres~dent of L~thuania The president sent the final version of the amendments for governmental 
consrderation before rts submission to parliament 

3 2 Investment 

The Ministry of Economy drew up a legrslative proposal on investment, which is to replace the functioning 
law on fore~gn capital investment Analysis of the draft showed that its adoption would create conditions for 
political favourat~sm, create uneven playing fields for investors and complicate the legal system LFMI urged 
the government to reject the dralt and to encourage mvestment by improving the general legal and institutional 
environment for private business activrty As a result, the Economic Ministry drafted a new proposal, whrch was 
rncluded In the government's program 

3 3 Control of enterprrses 

An mtense dissemination campaign from LFMI put a stop to the Economic M~nistry's proposal on the control 
of enterprrses Accordmg to the proposal, enterpr~ses would be deprived of their Ircenses, and heads of the 
enterprises prohrbrted from running a business, for vrolations of law, such as 'wilful" tax evasion or illegal 
trade, or losses mcurred by the enterprises The adoption of the proposal would undermme the rule of law, 
lead to unacceptable interventrons in prrvate business, ~nvite corruption, and prov~de conditions for 
deliberate attacks on indwidual persons LFMI's dissem~nation efforts led to intense public debates and a 
barrage of criticism of the ministry's proposal from the business commun~ty and the media In  response, the 
government returned the brll from parla~ment for further revrslon and confined its applicat~on to state-run 
enterprlses 

Monetary Pohcv 

The Bank of Lithuania worked out a Monetary Policy Programme which outlined monetary policy objectrves 
and development stages for the coming years The main objectlve is to phase out the currency board and to 
restore class~cal central banking LFMI commented extensively on the implications and potential 
consequences of the new monetary policy in the media and various forums LFMI continued to advocate 
reliance on str~ct, rule-bound monetary policy protected from pol~tical pressure as well as full backing of 
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money LFMI's medla exposures received much response from lnfluentlal politlcal crrcles, the busrness 
commun~ty, and the publrc, rndicatmg that the current monetary arrangement whlch IS based on currency 
board prlncrples and which was advanced by LFMI In 1993 had gained widespread support I n  the wake of 
the crisrs in Russia and ~ t s  effects on Lithuania's economy, the Lithuanian authorrties began to recognize that 
sound and credlble money under a currency board system IS the only anchor to avert drfficulties and 
rnstabllity As a result, a decisron was made to preserve the current monetary regime until the year 2000 

Other Econom~c Pollcv Areas 

Land lease 

At the request of Presrdent Adamkus, LFMI evaluated a draft law on land lease and submitted a policy paper 
rndlcatrng the defects of the draft and proposals for ~ t s  improvement Pres~dent Adamkus suspended the 
slgning of the law and returned ~t to parliament for revislon After debates, the parlrament adopted all 
recommendations proposed by the pres~dent The parl~ament extended the term of land lease to 99 years, 
Instead of 25 years proposed by the authors of the draft, on the pomt that such a short term would 
discourage pr~vate in~tiative and ~mpede the development of economrc activ~ty Also, the law was amended 
so as to remove possrb~l~tres to apply exemptions and prrv~leges 

OUTREACH 

LFMI actively util~sed mass medra in rncreasrng the impact of poky recommendatlons and buildrng 
commun~ty support as cruc~al elements In implementing and sustaining policy reform rnitlatrves The 
advocacy-type of d~sseminatron actlvltles generated 216 media exposures, of these 168 In print medra and 
48 on radro and television 

Appearances In prmt med~a The prmt media appearances cons~sted of 23 artlcles (one of them 
reproduced tw~ce and one four t~mes) authored by LFMI's poky analysts, five ~nterviews, 81 comments, nme 
oplnion columns, 11 policy proposals, six press releases, 32 mentions, and SIX reports on LFMI's events 

LFMI publ~shed In Llthuania's largest dalhes L~etuvos was, Respubhka, Kauno dena, and Lletuvos aldas, in 
the busrness Versloi'm~ospaper, the financial Lltaspaper, the Vakary ekspresasdarly, the Apskalta lr 
kontrole accounting journal, the Atglmlmas weekly, the Russian-language Echo Lltvyand Lltovsky kurler, the 
English-language The Balfic Tlmes, the Russian-language B~znes&Balt!/a, the Veldas magazlne LFMI's 
artrcles were reprmted in local papers Paneveio balsas, Mapeda, saully krasaq etc 

Appearances on rad~o and televls~on Radio and television exposures comprrsed 23 appearances In live 
radro programs and 25 appearances on TV LFMI appeared on The Llthuanlan rado, M I  and MI Pl~us, 
Radlocentras, WIn~us, and Znad Wlh radros, the Llthuanlan televlson, L LNK telev~s~on, Tele-3, Wln~us 
Telev~s~on, and Baltyos Telev~s~on 

LFMI publrshed four Issues of the Lithuan~an-language newsletter, Laisvojr rmka, and four Issues of the 
Enghsh-language The Free Market The newsletter highlighted the Instrtute's recommendatlons on emerging 
legislation and the latest trends In economlc policy It presented economlc overviews on the reform process, 
art~cles on key aspects of economic policy, and comprehenslve statistical data illustrat~ng the progress of 
Llthuania's transitron to a market economy The newsletter was drstributed to LFMI's subscr~bers, ~ncludlng 
business enterprises, governmental authorities, members of parllament, politlcal parties, medla, 
correspondlng rnst~tutes, and forelgn embassies Add~tionally, the newsletter was dlstr~buted at LFMI 
seminars, workshops and d~scussions, whlch further Increased the number of recervers Artrcles from The 
Free Marketwere frequently reproduced In national dailles, busmess newspapers, journals and regional 
papers 

TRANSLATION OF "CAPITALISM AND FREEDOM" BY MILTON FRIEDMAN 

LFMI, In co-operat~on wrth the Open Soclety Fund - Lithuania, publrshed a Lithuan~an translation of 
"Capltallsm and Freedom" by M~lton Frredman 
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OPINION POLL 

In  the spring of 1998 LFMI carried out a seventh opinlon poll among Lithuanian oplnion leaders to elic~t thew 
att~tudes to the emerging market economy and judgements on the ongoing reform process The 
questionnaire was des~gned to follow up on prevlous polls to ascertaln shlfts In opinlon and the proportion of 
people support~ng free market solut~ons The opinion polls targeted about 400 top policy makers, leadmg 
entrepreneurs, academics, reporters, and a cross-section of public leaders The results were generalised and 
dissemmated in the press In  addition, they are regularly presented In the LFMI's newsletter 


